as. 



PH33 > 

IN REPLY REFER TO: 


United States Department of the Interior 

MINERALS MANAGEMENT SERVICE 

Royalty Management Program 
P.O. Box 25165 
Denver, Colorado 80225-0165 


APR 


i u 


, j‘7 


Honorable Bruce Babbitt 
Secretary of the Department 
of the Interior 
Washington, D C. 20240 

Dear Mr. Secretary: 

Please find enclosed the report of the Royalty Policy Committee (RPC) (Enclosure 1) with 
recommendations for revising the valuation procedures for phosphate ore production from 
Federal leases in the western United States. I urge you to adopt these recommendations. 

This report was adopted by the RPC under its voting rules, with nine votes in favor, one opposed, 
and four abstentions. The RPC is a committee of the Minerals Management Service Advisory 
Board. The RPC includes representatives of States, which share in mineral revenues from Federal 
lands, Indian tribes and allottees, whose mineral revenues are collected in trust by the Minerals 
Management Service, the oil and gas and solid minerals producing industries, who pay royalties, 
and the public. The membership list is enclosed (Enclosure 2). 

We believe that these recommendations would establish a valuation procedure that better 
represents the market conditions that affect phosphate production. Most Federal phosphate 
production is internally consumed in vertically integrated industries primarily for the manufacture 
of fertilizer compounds. The internal consumption of almost all production, and the resulting lack 
of open market sales, has represented a problem for royalty valuation since the early 1970’s. The 
Department of the Interior has used several different approaches to resolve this problem. Each 
method that was used had drawbacks. The current methodology, which this recommendation 
would replace, adopted an indexing methodology using the broad-based Gross Domestic Product , 
Implicit Price Deflator. Analysis shows that this index has failed to reflect fundamental changes in 
the phosphate industry over the last 16 years. 

In 1981, when the GDP-IPD indexing procedure was adopted, the Department expressly noted 
that if a better methodology was found in the future it would be considered at that time. The 
recommended valuation procedure is, in fact, a better valuation procedure because it is related 
more closely to the marketplace for phosphate production. As such, it would be viewed as more 
fair by both the phosphate producers and the royalty recipients, such as the State of Idaho. 



Secretary of the Interior 
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Moreover, establishing a market-related valuation procedure for Federal phosphate production is 
consistent with present regulations, which establish value based on marketplace transactions. 

Thank you for providing the members of RPC with the opportunity to advise you on these 
matters, and for your careful consideration of this report 

Sincerely, 

Don Hoffman 

Chairman, Royalty Policy Committee 


Enclosures 


bcc: Solicitor of the Interior 

Director, Minerals Management Service 
Director, Bureau of Land Management 
Royalty Policy Committee Members 
RMFile 
RVD Chron (2) 

SMVRB (3) 

LMS :RMP/RVD :MS-3153 :HWincentsen: gms:275-7210:04/04/97: solids transmit .wpd 
Finalized :gms:04/04/97 



REPORT AND RECOMMENPATIQNLQF FEDERAL PHOSPHATE VALUE 


FOR 

PRODUCTION ROYALTY PURPOSES 
HecoQL mc njaiiQng 

The following recommendation is, at this time, not a consensus recommendation from the 
Phosphate Valuation Subcommittee. It is supported by industry and the Minerals Management 
Service (MMS) and Bureau of Land Management (BLM) representatives; no decision has been 
made by the Idaho State Lands representative or the Caribou County Treasurer representative. 

1. The current indexing procedure, which utilizes the Gross Domestic Product - Implicit Price 
Deflator (GDP-IPD) to annually adjust the phosphate value for royalty calculation purposes, 
should be discontinued. 

2. The phosphate value should be determined using a weighted composite index methodology 
having the following indicies and weights: 

* The Chemical and Fertilizer Mineral Mining Index (Standard Industry Code (SIC) 147), 
weighted at 50 percent, 

* The Phosphate Rock Index (SIC 1475), weighted at 25 percent, and 

* The Phosphatic Fertilizers (SIC2874), weighted at 25 percent. 

The phosphate unit value would be recalculated annually, as under the existing indexing 
procedure. 

3. This recommended methodology should continue for 5 years, at which time the methodology 
and the values determined thereunder will be examined to assure there is a continued 
relationship to the marketplace. 

4. The valuation methodology applies only to Federal phosphate production; there is no Indian 
phosphate production. State or fee phosphate leases are also unaffected (unless the parties to 
the lease elect to use the Federal valuation methodology). 

5. The recommended composite indexing method will not be retroactive. The methodology will 
become effective if and when approved by the Department. 

Problem Statement 

1. There is a lack of open market (arm’s-length) sales of phosphate ore, the product on which 
the value for royalty purposes is based. The Western phosphate industry has been, and 
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continues to be, characterized by vertically integrated companies. These companies consume 
virtually all phosphate ore production internally, to make a variety of downstream refined 
phosphate based fertilizers and elemental phosphorus. 

2. About 16 years have elapsed since the Department of the Interior (Depar tment) adopted an 
indexed valuation adjustment method using the Gross Domestic Product - Implicit Price 
Deflator (GDP-EPD). As expected, the P 2 0 5 unit value has steadily increased each year, 
consistent with the use of a broad-based measure of price changes such as the GDP-IPD. 

3. Comparison of the Federal GDP-IPD indexed-valuation methodology to the market shows 
that its use has failed to accurately track the relative rise and fall of a single product or market 
such as that for phosphate rock. Therefore, a valuation problem currently exists. 

4. The valuation problem will grow with continued use of the GDP-IPD. The continued use of 
the GDP-IPD will increase the P 2 0 5 unit value at the same rate as the EPD deflates the GDP. 
This is not a true reflection of changes in the phosphate marketplace because it does not take 
into consideration the changing phosphate product consumptive pattern and the ancillary price 
impacts on phosphate ore. 


Ls s ug-A n aly&is 


Valuation Eriorfo 1975 

* Prior to 1975, phosphate royalty payments were based on a lease-imposed minimum rate of 
$0.25 per ton 1 . (See Enclosure 1 for table and graph of historical Federal valuation of western 
phosphate production.) 

Va lu ation from 1975 to 1981 

* In the early 1970's phosphate rock prices rapidly increased, surpassing the $5 per ton 
benchmark price for application of the 5-percent royalty rate. (See Enclosure 2 for table and 
graph of phosphate rock prices.) 

* In 1974, an audit by the Department (the Office of Audit and Investigation) concluded that the 
Federal Government was not following its statutory mandate to collect not less than 5 percent 
of the gross value. 


1 Federal phosphate leases have historically carried lease terms requiring royalty to be paid on 
the greater of either $0 25 per ton or 5 percent of the gross value. Under this term, the 5 percent 
rate applies whenever the gross value exceeds $5 per ton. Prior to 1975, the value was assumed 
to be less than $5 per ton and thus the royalty rate remained fixed at $0.25 per ton. 
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• Required use of the ad valorem royalty rate introduced a new problem: The western 
phosphate industry is, for the most part, a vertically integrated industry internally consuming 
phosphate lease production in either electric furnaces to make elemental phosphorus or in wet 
acid plants to make a variety of phosphate-based fertilizers. The absence of significant 
quantities of open market sales was problematic since the ad valorem royalty was based on the 
unit sale or contract price obtained under bona fide arm's-length sales. 

• Following extensive analysis over several years, then Secretary of the Interior Thomas S. 
Kleppe decided on May 13, 1976 (Enclosure 3), to use a net back valuation methodology 
wherein open market (arm's-length) sales ofbeneficiated phosphate rock would be adjusted 
for beneficiation and related costs to arrive at the gross value of mine output, which is 
phosphate ore. This "Kleppe Method" valuation procedure was made retroactive to 
January 1, 1975. (See Enclosure 4 for Kleppe Formula methodology.) 

• The Kleppe Method was difficult to administer. In an advance notice published in the Federal 
Re gister at 45 F.R. 74065 on November 7, 1980 (Enclosure 5), the Department stated that 
there were two problems related to the continued use of the Kleppe Formula: 

During the period 1975 through 1979, arm's-length sales, both long term sales and 
spot sales, were of sufficient magnitude to establish a realistic product value. In 
1980, however, arm's-length sales diminished to less than 1 percent of total mine 
production in the western phosphate region. 

***** 


Also, this method was cumbersome, as it required the phosphate lessees to 
submit all their cost and sales data. These data, in turn, were audited by the 
Department and, after several months, a gross value was established. In most 
years, the royalty assessment was not determined until after the mining year 
was completed. 

• To overcome these problems, the Department recommended adoption of an index adjustment 
methodology, however, no specific index was recommended. The Department also solicited 
proposals on other methods for valuing phosphate ore. 

Va lu ation from 1981 to the Pres en t 

• Effective January 1, 1981, the Department adopted the index-based adjustment for P 2 0 5 unit 
value determination in a Federal Register release at 46 F.R. 9210, dated January 28, 1981 
(Enclosure 6) (for an explanation of the GDP-IPD, please see Enclosure 7). The index 
selected was the Gross National Product-Implicit Price Deflator, as published by the 



U.S. Department of Commerce, Bureau of Labor Statistics. In selecting that index, the 
Department left open the question of future valuation procedures, stating: 
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If a better method is developed that more accurately reflects the value of 
phosphate rock, it will be considered at that time. 

• The MMS has routinely recalculated each year’s value and provided that value to industry. 

By 1995, MMS recognized that the GDP-IPD adjustment mechanism was developing values 
that didn’t appear to correlate with phosphate market changes. Moreover, if allowed to 
continue, the GDP-IPD adjusted phosphate value would eventually become completely 
unrelated to the marketplace. The Phosphate Study Group and later, the Phosphate Valuation 
Subcommittee, was formed to examine whether an alternative valuation methodology could 
be agreed upon to replace the GDP-IPD index. The chronology of the Phosphate Valuation 
Subcommittee is found as Enclosure 8. The principal participants of the Phosphate 
Subcommittee is found as Enclosure 9. 

Details of Valuation Proposal 

• TTse Producer Price Indexes (PPI): 

- PPI measures average changes in selling prices received by domestic producers (import 
prices arc excluded) 

- Emphasizes the reporting of realistic transaction prices, including discounts, premiums, 
rebates, allowances, etc. rather than list or book prices. No “futures” are used. 

Prices reflect “point of production,” exclusive of transportation. 

• No single index best represents the western phosphate industry. However, a composite of 
PPI’s that are closely related to the phosphate mining industry provide a measurement that’s 
better than the existing GDP-IPD index: 

1 The Chemical and Fertilizer Minerals Mining Index represents the output of basic mining 
for phosphate, sodium, borates, and potash. This is the principal index for measuring 
mining output, excluding nonfuel and nonmetals. Also, these minerals are produced 
extensively in the western United States, therefore, this index is responsive to changes in 
western mine production. 

2. The Phosphate Rock Index represents beneficiated rock prices, nationwide. The 
nationwide output of phosphate rock is dominated by Florida’s production; therefore, 
even though this index would seem to be most closely allied with the western phosphate 
producers, it cannot represent the single best indicator of Idaho production, particularly 
since almost all of the Idaho phosphate production is not sold on the open market. 
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3. The Phosphatic Fertilizers Index emphasizes price movements of downstream phosphate- 
based fertilizers that were manufactured from phosphate rock. All phosphate producers 
do not make fertilizers — some are elemental phosphorus producers whose downstream 
refined products are not used in the fertilizer industry. Therefore, this index, in itself, docs 
not represent downstream price changes for all phosphate producers. 

The weighted composite index methodology is shown in Enclosure 10. As under the existing 
methodology, the unit value of phosphate ore is determined with reference to the prior year’s 
index value compared to the base year value. For example. 

Existing methodology: 

1996 Phosphate Unit Value - 1979 Base Year Unit Value x 1995 GDP-IPD 

1979 GDP-IPD 

1996 Unit Value = $0.337/Unit x 107.5 = $0.6551/Unit 

55.3 

Revised methodology: 

1996 Phosphate Unit Value — 1987 Base Year Unit Value x 1995 Composite Index 

1987 Composite Index 


1996 Unit Value - $0.5038 x 111,98 = $0.5822/Unit 

96,90 

• Do not retroactively correct or change royalty payments from past years; however, compare 
the weighted composite index value retroactively to the GDP-IPD based value to form a basis 
for correcting for actual phosphate market trends Using this comparison technique, 1987 
forms a new base value year, when the GDP-IPD indexed value and the composite indexed 
(market based) value coalesced. (See Enclosure 11 for graph of comparison.) 

• Do not apply a one-time Kleppe Formula (net back) to determine actual industry production 
costs and revenues for the same reasons that were acknowledged by the Department in 1980: 

- There is a continued lack of bona fide open market sales from which to base overall 
revenues and prices; 

- The process takes too long and is cumbersome, entailing extensive data collection and 
consuming audit resources. 
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• Reexamine the phosphate value every 5 years, to ensure that the new valuation methodology 
is, in fact, reflecting changes in the western phosphate industry Tf the revised valuation 
methodology is accepted in 1997, it will be reviewed in 2001. 

• Revenue impact is difficult to predict because the selected indexes are relatively more volatile 
than the GDP-IPD and they will follow market trends. Had this index been adopted for 1996 
the impact would have been an annual reduction in royalty of about $444,000, or about 10.6 
percent. 



Enclosure 


Federal Phosphate Valuation Over Time 



1996 




Federal Phosphate Unit Values 
1965 - 1996 


Enclosure! 


Year 

Unit Value 

1965 

$0.1914 

1966 

$0.1914 

1967 

$0.1914 

1968 

$0.1914 

1969 

$0.1914 

1970 

$0.1914 

1071 

$0.1914 

1972 

$0.1914 

1973 

$0.1914 

1974 

$0.1914 

1975 

$0.1914 

1976 

$0.2820 

1977 

$0.2820 

1978 

$0.2860 

1979 

$0.2860 

1980 

$0.3370 

1981 

$0.3672 

1982 

$0.4011 

1983 

$0.4272 

1984 

$0.4447 

1985 

$0.4606 

1986 

$0.4787 

1987 

$0.4909 

1988 

$0.5038 

1989 

$0.5218 

1990 

$0.5415 

1991 

$0.5638 

1992 

$0.6011 

1993 

$0.6211 

1994 

$0.6380 

1995 

$0.6478 


1996 


$0.6511 
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PHOSPHATE ROCK PRICE MOVEMENT OVER TIME 
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Western and Eastern Phosphate Unit Values 
1965- 1994 


Year 

Western Value 

Eastern Value 

1965 

$ 0.2412 

$ 0.2214 

1966 

SO .2768 

$0 2235 

1967 

$ 0.2847 

$ 0.2097 

1968 

$0 2689 

$ 0.2003 

1969 

$ 0.2615 

$ 0.1845 

1970 

$ 0.2706 

$ 0.1757 

1971 

$ 0.2272 

$ 0.1793 

1972 

$ 0.1985 

$ 0.1745 

1973 

$ 0.2553 

$ 0.1924 

1974 

$ 0.4564 

$ 0.3879 

1975 

$ 0.6080 

$ 0.8643 

1976 

$ 0.4519 

$ 0.7353 

1977 

$ 0.6181 

$ 0.5666 

1978 

$ 0.6644 

$ 0.6089 

1979 

$ 0.7043 

$ 0.6662 

1980 

$ 0.5251 

$ 0.5764 

1981 

$ 0.6180 

$ 0.6833 

1982 

$ 0.6906 

$ 0.6389 

1983 

$ 0.7942 

$ 0.5822 

1984 

$ 0.8228 

$ 0.5873 

1985 

$ 0.8012 

$ 0.5857 

1986 

$ 0.6962 

$ 0.5546 

1987 

$ 0.4915 

$ 0.4978 

1988 

$ 0.5703 

$ 0.4923 

1989 

$ 0.5746 

$ 0.5617 

1990 

$ 0.5886 

$ 0.6002 

1991 

$ 0.5544 

$ 0.6093 

1992 

$ 0.5199 

$ 0.6055 

1993 

$ 0.5567 

$ 0.5734 

1994 

$ 0.5124 

$ 0.5502 
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Memorandum 

To 


United States Department of the Interior 


t OFFICE OF THEi SECRETARY , 

- * "f o Jpwjeliaiw^ 

Solicitor --—r— --■—• 

l Assistant Secretary, Fish and wildlife and Parks 
1 Assistant secretary * A&ninistration 

Assistant Secretary, Program Development and Budget 
Assistant Secretary, Energy and Minerals 
Assistant Secretary, Land and Water Resources 
Commissioner, Indian Affairs 
—Director, Geological Survey 
Director, Bureau of Minos 
Director/ Bureau of Land Management 

Executive Secretary 

Request for Recommendations and Cozmients on Methods for 
Calculating Royalty on Phosphate Leases 

Secretarial Issue Document on Decision fer Calculating 
Phosphate Royalties dated May 10, 1976 


Promt 

i 

Subjectt 
Attachment: 


Enclosed is.-a Secretarial Option Paper prepared by the Deputy Assistant 
Secretary - Energy and Minerals for consideration by the Secretary at 
a decision meeting scheduled for Thursday, May 13, 1$7€ 'at 11:00 a 
four recommendations concerning the Secretary's decision on the 
following Issues are requested byno later than neon, Wednesday, 

May 12, 1976.^ . 1 ■■■ == -- - fc 




lW*i 


Bow should profits be allocated between mining and 
beneficiation processes in order to arrive at a gross 
value of mine output? • ' 

zS$pti<XLA - The Proportion of Profits Method- 
Option B - The Assigned Profits Method ** 

S. Which price of beneficiated rock should be used in 
es timating gross value of sales of beneficiated rock? 


: v 


lon A - All Reported Sales <. 



Option B - Reported Seles as Adjusted 
Lf*Option C - The Bureau of Labor Statistics 
~ " ; (BIS) Phospha t e Rock Index 


v 


i>Vs Vi t • 

••: i >jf. i\> • •• • 


IX . 




3. What method should be used to assure that the price 
(estimated in 2, above) remains current through time? 

Recompute Price Periodically 
Update Base Period Price with SIS^ 

Judex for Phosphate Rock with 
checking of accuracy of Base Price 
every three years. ' 

Comments regarding the above issues, and/or additional or different issues 
may be submitted, concurrent with your recotmendations . This office 
will compile all recommendations and comments for presentation to the 
Secretary by COB Wednesday. Copies of the compilation will be distributed 
to addressees of this memorandum at the same tine* 



cc: Under Secretary 

Executive Assistant to the Secretary 
Assistant to the Secretary 
Assistant secretary. Congressional Liaison 
Director, Office of Communications 
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Kleppe Formula 
Unit Value Determination 1979 

Gross Value of Beneficiated Rock = $20.00/Beneficiated Ton 

Less 

Mining Costs 5.333/Beneficiated Ton 

Processing Costs 5.000/Beneficiated Ton 

Total Costs 10.333/Beneficiated Ton 

Total Profit = Gross Value - Total Costs = $20 - $10,333 = $9,666 

Mining Profit (Proportioned) = 5.333 = $4.989/Beneficiated ton 

10.333 

Ore-Equivalent Value of Beneficiated Rock = $5,333 + $4,989 

= $10,322 

Crude Ore Value = $10,322 x 0.75(dilution factor) = $7.74 

Value per Unit P 2 0 5 = $7.74 = $0,337 . 

22.9 
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: * * ' ' 

authority delegated by the 
TuUsImAi Secretary for Health to tfie v . . 

' '■nlrifclr.Uur, Alcohol. Drug Abuse. 
Mental Health Administration 
sr sea ion 322(e) of the Public Health 
Service AH (42 U.S.C. 249(c)) uJmsVc - 
grants t«i<lamtracU to private And non* 
profit o igajrizations for the purpose of 
providing nvntal health care fibr the 
Hsit:an/Cunan Initiative. Insofar as the 
authority apjriics to the functional 
■responsibilityassigned to the Alcohol,* 
Drug Abuse, Mental Hofellh 
AdminlstratlqV. ^ /' 

* 2* Delegation from the Assistant ■. 
•Secretary for Ifcalth to the . -*. ■ 

Administrator; Alcohol. Drug Abuse, 
and Mental Heath Admunstration, with 
authority lo reddlcgete, of authority 
under section 321(e) of the Public Health 1 
•Service Act (42 W.S.C. 149(e)), as V] 
amended, to rr.ske grants and contractj^-^j 
to private end non-profit organizations / 
for the purpose ofbroyiding mental *j 

health care for thelHafliEn/Cuban- 
Initiative, insofar as tr.e authority - 
applies to the functional responsibility 
assigned to the Alcbool. Drug Abuse, 

^ 'dMtr.tzl Health Pjdr.'.hisslra’ion. 

Wk L P.fdfVg^Jinn from the 
|f.dxinis*ra»c»r. Alcohol. Drug Abuse; 

<*id Mental Health .Administration, lo 
Dhectur. Nation!* Institute of 
ital K-idjolit authority lo 

..welegste, of authority under section 
322(c) of the PubliqHdsllh Service Act' 

(42 U.S;C. 249(e)), as amended. Insofar 
the authority aj/pliet to the functional' 
responsibilities of the JVsfional Institute 
of Menial HcaltWto melee grants and 
contracts to priy/ile ana non-profit 
orgauiiatiens. *LhedeleAation lo the 
Doctor. National Instill le of Mental 
Health does not include the authority- 
delegated by the Administrator. Alcohol. 
Drug Abu»c. And Mental Vtcelili • • - 
Administration to the Pm Regional 
Health Administrators tofciake grants 
and contracts to existing dbnununity , 
mental hcmtii centers w'Mn their 
rt^pec^ve/jurisdiclions, indpfar as the 
authority £pplies to their functional 
?efpjnsiipity, for the purpose of ’ * 

prcvldlnj menial health care for the 
HtilitnflCibsn Initiative. \ - 

<. ReoslcgMion from the \ **> * . 

A dm, nil Ua tor. Alcohol, DrugHbuse.'*'-' 
end Mttr.'Ht Health Administration. to*;' 

' %FHfe Kt-!cnal Health „ V 
m*.*rstrji6rs. Without aulhontylo 
^^B.dclegate. of authority under sVctlon ; . - 
^^522(e¥o.‘ the Public Health Servlbe Act > . 
*«2 UDC. 249(e)), as amended. Idunake b 
ntl end contracts lo existing V i &" 
rjJ unity mental health centers within . 
*:.e*r lesp-tctivc Jurisdictions, for the 
repose of i roviding mental health care \. : 
the Haltisn/Cuban Initiative, Insofar^ 


as the authority applies to the Rcgydnal 
Health Administrators functional 
responsibilities. * . * jr 

*- previous delegations to the: 

A d rnfu i strati on, of the authority under - 
>ccl(oira22of the PuUurHtellh Service 

has been made for srfevious 
redelegationswitirin the Health Services 

Administratioa^ remain in effect 

The abovjftlelegations and 
redelegatuths became effective on 
Octobcr4,19tta \ - 

Dated; Odober 30.163L 
Jack/N. Markowitz, _ \ 

xfa Dxl nW.n-Mt r« «ral 

] 6iyrt*G CODE OIO-CS-U 

1 DEPARTMENT OF THE INTERIOR 

Geological Survey — 

-Computation of Royalties on 
Phosphate Production on Public Lands . 

agency: Department of the Interior, 
Geologies! Survey. 
action: Advance notice of proposed 
adoption of a new method of computing 
royalty payments to the Federal 
Covenuaient on phoephsie rock mined 
on public lands. 

sumUary: Ttds notice solicits comments 
concerning a proposal to revise the - 
method for determining mine values for 
the purpose of Computing royalties on * 

phosphate rode produced on Federal 
leases in the Stales of ldaho. Montana. 
Utah, and Wyoming. * • 

date; Written comments due by 
December a. 1930. 

AoOntEs; Written comments should be 

addressed to: Andrew V. Bailey, Chief. 
Brandi of Solid Minerals Management, 
U.S. Geological Survey, National Center, 

MS 050, HcStoru Virginia 22CHZ. 
r FOH FURTHER IttFOKfZATtOH CONTACTT 

Barney Bronelle. District Mining 
Supervisor,U.S. Geological Survey, 150. 
S. Arthur Street. P.O. Box 1610 , 

Pocatello. Idaho 83201, Telephone No; 
20S-235-63S0. f ^. 
^uppleuektaky irforuatiok: Pursuant 
lo Section 10 of the Mineral Leasing Act 
of Febrcary.25.1920 (41 Stst 440). as 
amended by the Act of June 3.1946 (62 
Slat 289; 30 U^XX 212). add 30 CFR.. * - 
.231 ^1. Value Basis lor Kdyally *• 
Computation, the Geological Survey 
proposes to adopt a new method for.:. * 
determining mine values for computing 
' royalties on phosphate rock produced on 
J (Federal leases in the Slates of Idaho; •. * 
Montana. Utah, and Wyoming. • « ■-*-*-< 


On May 13.1978^ the Secretary of the 
Interior adopted a method of computing 

royalty payments to the'Federal 

Government for phosphate.rode mined 
on Federal lands. The method adopted 
was based on the average arm's-length 
rales price received for benefidaled/ 
calcined phosphate rock with'-t 
deductions allowed for trzsporlation * 
and processing- The "proportion of 

profit ** attributable to ruining was •' 
included in the gross value of the 
product at the mine on which the royalty 
was assessed. - *. * 

During the period of!97S through 
1979, arm's-length sales, both long-term 
sales and spot sales, were of sufficient 
magnitude to establish a realistic 
product value. In 1900, however, onns’s 
length sales diminished lo less than 1 
percent of total mine production in the 
western phosphate region. With such 

limited sales data on which to bare g 

value, the suitability of the method 
adopted in 1976 is extremely • 
questionable. Therefore, it is proposed 
lhat rihe method adopted on May 13. 

1976, expire at the end of 1980. . ' 

.With the adoption of this proposal, it 
will be necessary to develop a new 
method for computing mine value for. 
royalty purposes for the 1931 production 
year and succeeding years. 

. Under existing Federal phosphate 
lease terms, the Secretary of die Interior 
may establish reasonable minimum 
value for the purpose of computing 
royalty on any of the deposits presently 
leastd. This lakes Into consideration the 
highest price pa/d for a pari ora 
majority of the production of - 
comparable products from the same 
general area, Ute price received by the 
lessee posted prices, mining costs, and 
other relevant economic factors. - 
Most of the phosphate mined on 
Federal lands in the West Is from the 
State of 'Idaho and Includes all of the 
phosphate rock mined oil Indian lands 
which is located within the same 
general area. In early 1980. a valuation 
method for phosphate rock mined form 
the Fort I lail Indian Reservation In _ 
Idaho was adopted following 

negotiations between the Shoshone- 

Bannock Tribe, the Bureau of Indian . 

, Affairs, and the producing compands. 
These negotiations’were based .on 
studies conducted to determine (be ‘ - 

value of mined phosphate, and therefore 
represent the best information erasable- 
to establish reasonable values for the 
purpose bf computing royalty- • • -~ 

The above method now in use for - 
assessing royally on production of * 

- phosphate form Indian lends In Idaho , 
consists of ah established base value for 
the 1979 production year. This vdoe -? . 
was set at $237 for each 111151 olYdh- For- 
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cachdrylcm J2.Q00 pounds) of ore, the 
value is the percent grade multiplied by 
$•^37-For Cjcemplc, 27 percent P*Q t ore _/.. 
would be valued el $9,099 per Con.' 

For succeeding years. Ihel979 value is 
indexed to the anneal averse of (he - 
Cemsumar Price, Index-Urban (CPl-U). • 
Utilization of Ibe CPI-U was the result - 
of the negotiated settlement, with full.*-*\ 
recognition that the selected lode?: bore 
no relationship to. mined phosphsle. 

W^iflelhe method adopted by the 
Secrete^ In 19/6 utilized actual sales • 
end cost data specificdo the Idaho 
. phosphate operations, its utility is no 
longer viable because of diminished 
annVlength sales. Also, this method i 
was cumbersome, as it required the.. . ". 
phosphate lessees to submit all their ' 
costs end sales data. These data, in turn,. 
were audited by the Department end, 

' after several months, a gross value was 
established. In most years, the royally 
assossmehlwes not determined until 
aflerlhe mining ye&rwes completed. 
Utilization of an indexing system wtfl ’ 
- preclude these annual or jjferipdic 
requirements and the rcyaliy cost will 
‘ be fcnewn prior to mining.' 

The proposed method nill adjust the 
tsnsS value cf PjO* annually, based on the.' 
Jhd jx selected- The unU value for each 
calrrfar yee.r v.ill be adjusted annually 
by multiplying S9-337by the average 
index lor the preceding calendar year 

end. dividing the product by fije.evei ege 
annual Index for 2970. The resull^nl unit 
value Is multiplied by the percent Pj0»'in 
the crjde ore. to determine mine value. 

This jcicthad of determining crude ore 

value iiypuld apply to cmde phosphate 
. oh; removed form Federal leeses 
begiiajlng in calendar year 136L ‘ ; - 

% specific index bee been selected. 
A)thoiJgb lhe CPI-U Was agreed iipon . 
forth* Fort Hall Indian Reservation 
lands. oaspedficLlndexhas been - 

for ts$e «m Federal lands- For 
this reason, comments are requested 
: Vvjlh respect (a: (I( sdection of an index 
and (2) proposals for other methods of 
. phosphate ore valuation. 
tfU'&lCcventl^rS.t^ ] 
tfi.n £, Ktrii, 

C Wef, Conservation Division. ' *; •- 

pit n^. u-t-n t*i »cn] *' . 

s-tuss coot • • 

Eure S’J of Lend I.Unsg erne t 
Afe*5^nouncemJpt^f Final y 
Inttnslve^ViUiern^p^lnv'entQry 
* decision . ' 

, 1 hferebyv«£nouncemy"Tbud intensive 
leveatpry decision wider thewthotf ty 
of $e£603 of the Fedcral Lend Policy . " 


cordance with the guidelines in the *' 

1 2?; 2976. ELM Wilderness ' 
Tandtook and Organic Act* > 
0.76-61, Change 3. * 

ised intensive inventory * " 
^published in the May 30. . * 
il Kogisterpagc 305Z5, which 
0-day public‘ccipment '* 

ipplemchl to the May 30 


announcement, which emended (he 
announced wilderness Inveido^wa 
published In the July 2 -j, jbso, Federal 
Register, page 49334,. 

• These Federsf Rcgisjbr notices siet 
.that the public comm/fot period was t 
end on August r8, TS&o and gave the 
following State lVjftJerncss Study ! Ar 
units and acreages: -r? v* * - 
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Thirteen public meetings were held 
throughout.Amona durihg the 90-day 
comment period. Verbal £id written _ 
comments conceniing the Wilderness 
• characteristics of the WSAVmils were 
Hied The permancm'documeTitt tton 
files. These comments which Wo vided/ 
new information were field<lXcl;ed e/d 
verified. Specific comments which 
disagreed with BLXf s Judgment tf/s 

applies lion of theivildemess criteti 
mandated by Sec. 603 of the FLr.MA of 
1976 were also field decked. The 
comments received during the public' 1 
comment period resulted in AVf 7 
boundary adjuslmenU,.dropping some 
recornm ended WSAsfram further 
wilderness cocefderetion enchfedding 
other \VSA units which wererproposed 


Public; comments receive 
period areon file in the B! 
offices responsible for mi 


during this 
District 
lagemenlof 


Ihfe specific inventory unit in quest ic 
VS A final decision maps and sumn 
narratives are evailable from any • 
^Arizona BLM office listed at the enc 
this notice. 

The WSA fmal dectsioa is set tort 
the following tables which list .each 
inventory unit. Approximately l,941 
acres (05 units) have been deternun 
{tosses wiidemesi d.arectertsttcs < 
set forth in See. 2(c) of the 1964 
Wilderness Ad end are WSA.s-Tbi 
remaining areas; consisting of abou 
2.-SG7,3?S acres, have been determir 
not to possess wilderness* - * 
cheracteristics as selfortlj in Sec. 2 
the 1&S4 Wilderness Act and is*the; 
^dropped from further consideration 

nder the wilderness review proce 
id released from the consLaints c 
inlorim management as specified h 
a or Ae flmpa of 1976. ~:_.v 
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radars! RoglsfC / VoL 40. Wo. 1C / Wednesday. January 


00 <* before Fftxwiy 17.HWl, 
WFdr^icr to-this notice number. a 

r/ p«noni msklagInqulrits utputyba 
ptica th«C the making of an inqltyiih*}! 
Mm (o make *xiy person* pa/tlet of 
I In the proceeding. 

2OT(*)f<l. F«d«r*l Property 1 
iLni»(r«Civ< SerrioM Act. 40 Ui 

{uMry 1*. 10M 
g Administrator of C*a*ra/i 


department of health amd 
HOUaV services 
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representative* 
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shall also assist 
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win discuss thy Ovc 
before the House sul 
Select EdocaUoa; the Fl 
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an Child 
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Further, 
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m Child Abuaa 
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Advisory Board meetings srtfk 
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the uncertainty of knowing whet] 
hinds would be available to prov 
travel for the public member*. 
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DEPARTMENT OF THE INTERIOR 

Oaotog leal Survey 

Computation of Royalties on 
rhaaphata Production 00 Wa*tam 
Public Lands 

fJOXHCn Department of the Interior 
Geological Survey. 

Acnosc Adoption of method of 
computing royalty payments to the 
Federal Government <?a phosphate rode 
mined on westero public lands, _ 

sUmujuty: This notice announces the 
adoption of a new method for 
determining mine values for the purpose 
of coiaputiag xoyaltic r 00 pfcos pha l« 
rode produced on Federal leases in the 
States of Idaho. Montana. Utah, and 
Wyoming. 

sumSMCKTanr iwowtAnoK 
By notice published In the.Federal 
ttagtat•* «««» Nov«tt<l»«r 7. ItWj {V«*l. 4A. 
No. 21 &, p. 740d5 and 7«*«J, it was 
proposed that the method utilised far 
determining vtluc for phosphste rock 
mined an Federal lands that had been 
adapted on h(*y 13.1370, by the 
Secretary of the Interior be replaced by 
a new method. The new method 
proposed in the notice wss to sdopt lh« 
value of $1337 for each unit of P*0, 
mined. (Each unit represents 1 percent 
of P,O t In a ton of phosphate rock.) This 
Is the unie base value that is currently 
utilized for phosphate mined on Indian 
lands In Idaho. The proposed new 
method wotild adjust the unit value of 
P*Q* annually based on an Index. The 
Consumer Price Index-Urban (CPl-U) i* 
the index currently used for adjusting 
unit value of phosphate rocks mined 00 
Idaho Indian lands. However, no 
specific index was proposed (or use on 
Federal lands. The notice requested 
comments be made with respect to: (1) 
selection of an index and (2) proposals 
for other methods of phosphate ore 
valuation. 

Comments 

Three conuricnl* were received on th< 
method for valuing western phosphate 

cod'. c( she mine. 

One cotnmcnlor stated that the 
Department must demonstrate that less 
than 1 percent of the 1900 sales are 
arma-length sales. a« our previous aati< 
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28 , 1081 / Notices 


had stated. Thf* comment was not - 
adopted since It Is not relevant to the 
Indetfor method to bo used. The U.S. 
Geological Survey (USCS) italemenU In 
this regard in the original notjce were 
only for Information and not directly 
related to the method of computing 
royalties. 

Another coromentor suggested that 
either the Gross National PrcxJuct- 
UnpUdl Price Deflstos (GNP-tPO) or tha 
CPl-U be used to adjust the unit value of 
phosphate rock. U was also suggested 
that If a lessee had sufficient arras- 

Icugth sales that the proportional profit 

method should continue to be used.by 
those leasees. The suggestion to use the 
GNP-tPO index was adopted, but the 
Mcand *Hon for continued use of 
the proportional method was not 
adapted since different lessees in the 
same ares mining similar grade ore 
would be using different methods la 
determine value of phosphate rock. 

The third commenlor recommended 
that the CNP deflation be used as an 
index for adjusting the value of 
phosphate rock for royalty purposes 
instead of the CPl-U since the GNP-tPO 
more accurately reflects inflation 
because it covers the prices of afi good* 
and services. We agree wtib this 
lessoning and have adopted the use of 
IIT) «• th* moat *p|irt*i*Ut« 
index. The commentor also 
recommended that, at some future dale. 

the USGS consider an additions! 
formula to solely reflect fluctuation in 
the western phospate market. If a belter 
method U developed that more 
accurately reflects the value of 
phosphate rock. If will.be considered at 
ibaTtime. 

Method o( Computation of Royalties ou 
Fhoaphale Production on Western 
Public Lands 

The new method of calculating 
royalties is effective as of January 1. 

19SL. and will utilize the base value of 
$0,337 for each unit of P«0« mined. The 
base uhft value of $0337 U indexed to 
tha average annual GNP-IPD index lor 
* 1979, as published by the US. 

Department of Commerce, Bureau of 
Economic Analysis; 

The unit value for each calendar jr eex 
will be adjusted annually by multiplying 
$0337 by the average annual GNP-IP0 
index for the preceding calendar year 

and dividing the product by ti»« average 

annual CNP-IPO Index for 1373. This 
: ' will establish the unit value for 
computing royalties for the current 
y*«r‘« production. For example, the unit 
value of phosphate rock production for 
calendar year 1981 will be $0337 
multiplied by the I960 annual « ve « i f e u °‘ 
x the GNP-fPD index: tin* product wtU be 






# R«p«(«r / Vot <«, No. 18 / W«fci**day. Janua ry 2 a. 1 «H / 



divided by th« CNP-IPO for 1979. which 
4165.46. 

Royalties due the United Stale* Oa 
each month*! production will b* 
computed u follow*: The unit value, at 
derived above, rounded to (he ne*re*t 
hundredth of a cent, will be multiplied 
by the unlit of P,0, In • dry thort ton of 
one rounded to two decimal placet (a 
unit of P.O, U equivalent to 1 percent 
P«0, la « too of ore). Thi* figure 4 then 
multiplied by the Iona of the ore shipped 
from the mine during the month. To 
determine the amount of royalties to be 
paid. thl* figure U multiplied by the 
percentage royalty required under th« 
lease agreement 
, This method for establishing 

reasonable values for phosphate rock at 

(he ml or will be used for all phosphate 
production from Federal leases In the 
States .of Idaho. Montana. Utah, and 

Wyoming 

Dated: January Ifl. iftrL 
John J. Drsgooaad. 

Deputy Di eision Chief— OnaAonc. Mine rah 

Acgiihjthxx. 

fra o*c. noxi rw i-i7 as. a-u 
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LBureau of Indian A ft sics , 

iWfTOCtS 81-41 / 

Mount Tolman Proposed Open Bit' 
Copbec—Molybdenum Uloa; OOS 
Availability j 

statKCT^Bureau of Indian Affairs, 

InteriorA 7 

muuAioryPursuanl to SecfiOa iC2{Z)(c] 
of the National Environmental Policy 
Act of 1939, Cbe Department of the 
Interior has prepared a/}raft 
Environmental i>Uleny£nt for the 
proposed opeh-pU copper-molybdenum 
mine on the ColvuJeAndlan Reserve Hon. 
Ferry County. Washington. 

The proposed *Pwi is the approval 
by the Department oithc Interior of a 
lease Of Col villa /Tribaldands for the 
purpose of mlnUg copper an/ 
Molybdenum. Tha teaseVrea Is entirely 
located on thy Colville RAervatloo. 

Ferry County/northeastermWashLngxon. 
The proposed project caalentpUte* • 
open-pit misting of 900 tnUlloatlons of 
low grade Popper and molybdenum ore 
from the WL Tolman are* ovcrV period 
of « yaaiC at a production rata V nCUOQ 
tons pern ay. In addition to the dine the 
project /rould consist of (i) a flotuoa 
mill pl/nt designed for the production of 
copper and molybdenum concentrates, 
(2) waste disposal sites, and (31 aupport 
facilities, including a transmit*ioa Una 
and a water pipeline. 


• Copies are available for Inspection at 
the following locations: 

OtGoe of Communication. Room 7200. 
Ulterior Building. Washington. D.C 
2&40. Telephone (20Zf 343-3171. 

ForUkod Area Office, Bureau of Indian 
Atari*. Land Service*, i<23 NJh. 

Irvirig. P.O. Box 3785. Portland. 

Oregon 97206. Telephnone (503) 231- 
6746. \ 

Colville Agency. Bureau of Indian 
' Affair* JRO- Box 11. Nespelcm. 
Washington 691SS. Telephone (S09) 
634-tOll. \ 

Single copied of the Dnft 
Environm en tal impact Statement may 
be obtained fromdhe Portland Area 
Office Bureau of Indian AlTaln. Land 
Service*.K2S N. E. yvi ng. P.O- Box 3785. 
Portland Oregon 97206. 

Oral and/or written comments will be 
received at a public hearing held at 7:00 
p.nu February 25. lMlV the City Hall. 
Coulee Dam. Washington, 

Oral and written commonli by 
Interested parties are invited. Oral 
statements by any party wiflbe limited 
to no more than ten (to) nurture*. 

Written statements can be entVed Into 
the record by filing a copy withVie 
presiding officer. \ j 

CommenU oq the Draft EnvlrontaentaT 
Impact Statement are invited from Yjl / 
interested parties and should be V 
forwarded to the following official nA 
later than March 31.1931: Bob Tayl6r.\ 
Environments! Coordinator, Portland V 
Area Office. Bureau of Indian ADairs*^/ 
Land Services. 1425 N-E. Irvin^AC)- Box 
3785. Portland, Oregon 97208 (Telephone 
(503} 23l-6748j-\ / 

Dated: Janaary ZL 196L J 

Cadi S. Hoffmaao. J 

Special Assif tort to Assistant Secretary of 
the Interior. J 

[rs IW. •»-**» TtU v-»-au " 

taUM coot OlMHt / 
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Ota Mountain Ula/Rropoaacf Strip Coal 
Mkw; EiS Avaftamttty 

AOCHCY: Bureaurof Indian Affaire. 
icrMuaucr. Pursuant to Section 10212RC) 
of the National Environmental Policy 
Ad of 1989, toe Department of the , 
Interior haaqjrepared a Final 
Environmental Statement for the 

proposed All ip coat mine on the Ul« 
Muunlatn Ilia tiiiilMii Rntorv«(l«rn. 8«n 

Juan Cohnty, Colorado. 

The proposed action it the approval 
by th/Departmenl of the Interior of • 
leaser of Ute Mountain Ute Tribal lands 
for toe purpose of mining coal The lease 
an^ti U entirely located on the Ute 
Mountain Ute Indian Reservation. San 


Juaii County. In north wealcrtl New 
Mexico. The proposed prol/ct will 
couilil of a 10 year leax/rilh *n option 
to renew for 10 years. Explore (ion 
conducted In the^latc IMOTs has 
Indies tod approximately 8-1Q million 
torn of coal that CacTha ■ tripped muiad- 

- Copies are available for Inspection at 
the to flowing location*; 

Bureau of India/Affairs. Department of 
the Interior. Environmental Quality 
Services, Rjh. 4552. Washington, D.C 
20245. Telephone: (202) 343-6248. 
Albuquerque Area Office. Bureau ol 
Indian AiTalrs. Environmental Quabty 
Service/ 500 Cold Avenue. S.W_ P.O- 
Box 208a, Albuquerque. New Mexico 
87103,./Telephone: (505) 766-3374. 

Ute Mo/ntsln Ute Agency. Bureau of 
Indian AfTslrs. Towsoc. Colorado 
81334. Telephone: (303) 565-6471. 
Colorado Slate Division of Planning. S24 
Stile Social Service* Budding. 1S7S 
SKcrmto Street. Denver. Colorado 
80203 . Telephone: (303) 892-2178. 

Single copies of the Final 
Environmental Statement msy be 
Obtained -from the Albuquerque Area 
Xpfficc. Bureau of Indian Affair*. 
/Environmental Quality Service. S0Q Cold 
f Avenue, S:W„ P.O. Box 2066. 
Albuquerque, New Mexico 87103. 

Dated: January tL 1001. 

Cecil S- Hoffmann. 

Special Assistant to Assistant Secretory of 
the Interior. 

p* d*c rtw t-jy-ai: *u *-I 
l kim coot OIWtHt 


Bureau of Land Management 

Autism*; Availability of Brut Soutfieo 
Appalachian; Environmental Impact 
Statimarrt 

AQOtcV: Bureau of Land ManagemenL 
InlerlorV 

ACTtOK rfatlce. ___ 

sums*aay: Jhirsuant to Section 102 ( 2 KC 
of the Nallofuri Environmetilal Policy 
Act of 1903, itotice la hereby given tha' 
the Bureau of Band Management (BLM 
Department of ue Interior, has p re par 
'a final environmental Impact statemec 
(EISJ for the proposed development of 

Federal coal rcsourCea in the Alebam* 
subregion of the Southern AppaUchia^ 
coal Production Re gib n. Copies of the 
final FIS are avafiableito the public at 
iK< uidrot*** pruvldealHilow. 

^ In addition, in accordance with 43 
CFR 3420.6-i BLM U lJsVjng a caU fo 
submission to the BLM oQwnlUn 
surface owner consents given by 
qualified surface owner* thll would 
permit mining of Federal coat\pn the 
identified tracts where the Pto<£frel c* 
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The Gross Domestic Product - Implicit Price Deflator 


The Implicit Price Deflator (IPD) is the ratio of current-dollar Gross Domestic Product (GDP) to 
constant-dollar GDP with the decimal point shifted two places to the right. 

For example, for the 3rd Quarter 1994;. 

Currents = 6791.7 

Constant $ - 5367.0 

6791 . 7 = 1 2654555 
5367.0 

Move the decimal two places to the right to get 126.5, which is the GDP IPD for 3rd Quarter 
1994. 

Although used by many businesses to measure the effects of inflation, the Bureau of Economic 
Analysis, Department of Commerce, states that it is not an inflation index. The GDP-IPD 
represents a different kind of an index, as indicated by the term “implicit.” The GDP measures 
total expenditures in an economy, including personal consumption, government expenditures, 
investment expenditures and so on. Each of these categories possesses its own inflation index. 
Therefore, when the sum of the actual (current dollars) expenditures is divided by the sum of the 
deflated expenditures (constant dollars) the result is the GDP-IPD. The IPD is, thus, not actually 
used to deflate the GDP, but summarizes the total effect of all inflation indexes. In summary, the 
IPD is actually a weighted average of each inflation index, with the weights being the proportion 
(expenditures) of GDP. Expressed alternatively, the IPD not only measures changes in prices but 
also changes in the composition of the GDP. 
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Chronology of the Phosphate Subcommittee 

March 1995 The Minerals Management Service contacts the State of Idaho, industry, and the 
Bureau of Land Management (BLM) asking for expressions of interest to form a 
study group to examine the Federal phosphate royalty valuation issue. 

June 1995 All parties have responded in the affirmative and the group meets in BLM’s 
Pocatello office. During that meeting, the parties are briefed on: 1) the 
phosphate valuation issue, 2) the Federal Advisory Committee Act and the 
relationships of the Royalty Policy Committee (RPC) and the various 
subcommittees. 

February 1996 In a letter dated February 2, 1996, the RPC Chair notifies the Chair of the 

Phosphate and Other Leasable Solid Minerals Subcommittee of his decision to 
segregate the phosphate valuation issue. In doing so, the Phosphate 
Subcommittee is created. 

April 1996 The Phosphate Subcommittee meets on April 25, 1996, at J.R. Simplot’s office 
in Pocatello, Idaho. Rules for conducting the meeting and for approving 
recommendations are established. The composition of the Phosphate 
Subcommittee is modified, with the Caribou County 1 Treasurer substituting for 
the representative from the State Treasurer’s office. Issues to be 
addressed by the Phosphate Subcommittee are: 

• Has the phosphate market changed in the last 15 years? If so, how has it 
impacted valuation? 

• Is the index adjustments using the GDP-IPD accurate? Is there an alternative, 
more accurate, method of valuing phosphate ore that should replace the GDP- 
IPD adjustment method? 

• Is the value accurate or should it be adjusted? 

The Phosphate Valuation Subcommittee agrees to meet again when a proposal 
is made. 

July 1996 MMS representatives and BLM representatives from Idaho meet on July 23 and 
24 with a representative of the Washington Office, BLM for briefing on the 
purpose of the Phosphate Subcommittee. 


1 Almost all phosphate mining occurs in Caribou County, Idaho 



November 1996 


January 1997 


The Phosphate Subcommittee reconvenes on November 19, 1996, at BLM’s 
Pocatello office to discuss an October 31 written MMS proposal to use a 
weighted average composite index to adjust the annual unit value for 
phosphate valuation. The members agree to review the proposal and 
reconvene in January 1997. 

The Phosphate Subcommittee reconvenes on January 22, 1997, at BLM’s 
Pocatello office. Industry and BLM concurs with MMS’s proposal 
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P rincip al Partic ip ant s 

Feder al Ptip sphate-yflIufttiQn Snbcpnmrittee 

Name _Org aiii zatisQ- 


Sharon Marray 

Idaho Department of State Lands 

Roger Kunz 

FMC 

David Farnsworth 

Monsanto 

Jon Goode 

NuWest Industries, Inc 

Roy Bunderson 

Rhone-Poulenc 

Robert Black 

J.R. Simplot 

Diane C. Meads 

Caribou County Treasurer 

Peter Oberlindacher 

BLM, Boise 

Fred Hagius 

BLM, Pocatello 

Herb Wincentsen 

MMS, Royalty Mgmt. Program 

Huai Su 

MMS, Royalty Mgmt Program 
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Indexed Phosphate Unit Value 

Indexed value Using Composite Index 


1987-1995 

Unit Value, P205%/st 



Year 




